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the testator, cognizant of that fact in
drawing his will, provided his executor
with authority to sell to itself as trustee
under life insurance trust also created by
the same testator, a sufficient quantity of
the stock to produce the needed cash. The
trust instrument, likewise, granted the
trustee authority to invest any amount of
proceeds of insurance in that specific stock,
though despite its potential value, it was
a stock in which no corporate fiduciary
would ever invest without explicit author
ity.
There is another case of an estate con
sisting solely of a going business, a single
proprietorship, which produces a handsome
income. Unfortunately, that testator left
all of his insurance payable to his wife
and made no provision in his will for
raising cash for the payment of estate
taxes. Nor did he make any provision for
the continued operation of the business,
forcing the fiduciary named as co-executor
to insist upon incorporation of the busi
ness before they would even qualify as
co-executor. Administration of that estate
is replete with problems which are sure
to be costly to the estate—all because the
will was not drawn to fit the particular
needs of that individual case.
If there is no apparent way of raising
cash for the payment of estate taxes, the
executor should be given authority to
borrow money for payment of taxes, which,
under no circumstances an executor can
do without definitely expressed authority.
Conclusions
In this day of diminishing returns and
depreciating values in contrast with in
creasing expenses and tax liability, prop
erly drawn instruments and wills, granting
broad enough powers to trustees and ex
ecutors to allow for unforseen develop
ments, are of ever-increasing importance.
To insure conservation and preservation
of estates and disposition of property in
accordance with wishes of the testator, a
prudent person will
(1) have his will drawn by a compe
tent attorney, thoroughly experi
enced in fiduciary matters;
(2) select as executor and trustee a
reliable corporate fiduciary of suf
ficient size and responsibility that
its staff will include experts in

the field of investments, taxes,
legal matters,
accounting and
trust administration:
(3) before his will is executed, re
view it in person with the fiduci
ary to be certain that the con
struction properly reflects his in
tent and provides for administra
tion with minimum expense and
tax liability.
The same applies to a person desiring to
establish an irrevocable trust, because, af
ter it is executed, it matters not what
flaws he might find in it, his right to
change, alter, or amend, is forever gone.
★

★
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The Mailbag
"... it would save quite some time for
those of us who have to write a number
of letters if the members would type their
name and address on any letters they
write, if the stationery they are using does
not show this information. ...”
”... that there has been an increase in
the number of women accountants em
ployed by the Government would appear to
be a logical conclusion to be drawn from
the article I am enclosing, published in a
recent issue of the Washington Star. I do
not believe, however, that there has been
any appreciable number of women appoint
ed to the better paying positions. It is my
thought that if the War lasts for two or
three years there will be a noticeable in
crease in the number of women engaged
in Government work in a professional
capacity....”
“.. . do like “The Country Accountant”
so much. In pondering over the problem
of what CATegory to place the milk ex
pense, it occurred to me that if the cat
had kittens it surely would have been a
CATastrophe...
”... would it be possible to receive two
copies of your bulletin ? One of these
would be for those of us in the office to
read; the other would be for the American
Institute Library. It happens we are very
much interested in publications like your
own, and in the bulletins of the various
state societies. . . . You are doing a
notable service to the profession in giving
space and distribution to professional pa
pers by its women members....”
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Residential Property and Taxation

By RUTH A.
The loss on a sale of residential property
may or may not be an allowable deduction.
If purchased or constructed and used as a
personal residence up until the date of the
sale, the loss is not deductible. If pur
chased as a personal residence and later
rented, the loss would be deductible. If
purchased to be rented but later used as a
personal residence, the loss would not be
deductible. The status at the time of sale
governs the deductibility of the loss.
If converted to rental property, it is
necessary that the property be actually
rented or leased in order to secure the loss
deduction. Having offered the property for
rent or having instructed an agent to lease
would not be sufficient.
The loss on the sale of residential prop
erty purchased with the intention of leasing
or re-selling would be deductible. It would
however be necessary that the purchaser
prove intent to lease or sell.
If residential property is converted to
rental property, later sold and a loss sus
tained, only that portion of the loss applic
able to the period after conversion would
be deductible. The basis would be cost or
value at the date of conversion whichever
is lower. In computing the loss, the land
would be considered a capital asset and if
the owner is an individual, the percentage
basis for computing gain or loss would
apply. The loss on the sale of the building
computed in accordance with the Act,
would be deductible in full.
If sold at a profit, the gain is taxable
whether leased or used for a personal resi
dence. If used as a personal residence it
would be considered a capital asset and the
gain would be reported on a percentage
basis according to the length of time held.
If rented and sold at a profit, the land only
would be considered a capital asset, and th?
profit reported on the percentage basis.
The gain on the sale of the building com
puted in accordance with the Act, would
be taxable in full. It would be necessary
that the cost basis and the selling price be
allocated to land and building.
If considered a capital asset, the gain or
loss would be reported on a percentage ba
sis according to the length of time held
providing the owner is an individual. If
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held less than eighteen months, the gain or
loss to be reported would be 100%; if over
eighteen months but less than twenty-four,
66%%; over twenty-four months, 50%. The
length of time held would be computed
from the date of purchase even though in
event of a loss, the property had been con
verted from a personal residence to busi
ness property at a later date.
Interest on mortgages, taxes and casual
ty losses are deductible whether property is
used as a personal residence or leased. All
taxes except assessments for permanent
improvements and betterments are deduct
ible. However, the cost basis to be used in
computing gain or loss in event of sale,
would be increased by the amount of these
non-deductible assessments.
Repairs, depreciation, insurance and oth
er expenses are not deductible if property
is used for a personal residence. If the
property was purchased with the intention
of renting and was rented, then the fore
going expenses would be deductible. If
purchased as a personal residence and later
converted to business property, these ex
penses are deductible subsequent to date of
conversion. If purchased with the intention
of renting but remains vacant, these items
are allowable deductions.
If property was leased and later con
verted to personal residence, the expendi
tures for repairs, depreciation, insurance
and other such expenses would be allowable
deductions only to date of conversion.
When the sale of residential property is
anticipated and particularly if a loss is ex
pected the owner should consider the tax
situation before moving into rental prop
erty with the intention of advertising and
showing the property. If the owner or his
agent moves in any time prior to date of
sale, the loss will not be deductible.
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President’s Column—
(Continued from page 37, column 1)
the woman accountant needs the help and
encouragement of other women in the ac
counting field. For this reason the annual
meeting this year is a particularly import
ant one to each of us. Make every effort
to attend.

